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Question of the Month

“Dear Brian. “I have heard a lot about the
benefits of doing Roth conversions to become
more tax efficient. However, someone told
me it is not a good idea because of the lost
opportunity cost. What does that mean
specifically, and is this a reason not to do
Roth conversions? Thank you.” LeAnn

Brian Hayes: Hi LeAnn. Very good question!
Every retirement tool and strategy has its
advantages and disadvantages, as well as
times where it should and should not be used;
Roth conversions are no different. This is a
great move for a lot of people to make,
however, there are situations where you
shouldn’t do a Roth conversion. But there is
no ‘lost opportunity cost’ to a Roth conversion.
This is a myth and not a factor against doing a
Roth conversion.

The point argued here is that using funds now
to pay the tax upfront on a Roth conversion
means losing the future earnings that could
have been produced on those funds you paid
the tax with, i.e. an opportunity cost. Again,
this is simply not true. The main factor here is
taxes, meaning the difference between the tax
rates paid upfront, now at the time of
conversion, versus the projected tax rates,
either later in retirement or for beneficiaries.

It's all about the tax rates: not inflation, not
earnings, and certainly not the lost opportunity
cost. If the tax rates are the same both at
conversion and later in retirement, the end
financial result will be exactly the same, and
this is true regardless of how long the funds

are invested before being withdrawn in
retirement.

To illustrate this point, let’s take a look at an
example. Let’s look at a $100,000 IRA, and
let’s just assume a lifetime earnings rate of
200% and a tax rate of 30%. With no Roth
conversion, that $100,000 would grow to
$300,000, but after the 30% tax rate, the IRA
would be worth $210,000. Now let’s look at it
with a Roth conversion. Let’'s go ahead and
convert that $100,000 today with a tax rate of
30%. This will knock the balance down to
$70,000 and with the 200% lifetime earnings,
it would grow to $210,000. The result is
exactly the same as if you didn’t do a
conversion.

So, as you can see, the decision whether or
not to do a Roth conversion is all about taxes.
When can you pay the least amount of tax,
now by doing a conversion, or later by not
doing a conversion? That is the key question
you need to answer before you decide
whether or not to do a Roth conversion. With
taxes right now at all-times lows, it is likely
that for a lot of people, tax rates could be
higher in retirement, making the case for
doing Roth conversions now. For more
detailed information on this question and to
get answers to many more retirement
planning questions submitted by our readers
and listeners, join me on The Retirement
Money Matters Educational Radio Show
Program where we will answer this question in
more detail as well as several more retirement
planning questions. The show airs on
Saturday morning at 6 on WIBC (93.1 FM),
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Saturday morning on 930 AM The Answer is
Sarasota, Sunday morning at 8 on WWKI
(100.5 FM), or online at
www.theretirementmoneymattersshow.com.
You can also obtain this information by
reaching out to us at Hayes Advisory Group at
452-PLAN (7526), 800-939-1603 or
brian@hayesadvisorygroup.com.

Investment Advisory Services offered through Brookstone
Capital Management LLC and Milestone Asset Management
LLC, both Registered Investment Advisors. Investments
and/or investment strategies involve risk including the
possible loss of principal. There is no assurance that any
investment strategy will achieve its objectives. This
information is not intended to be used as the sole basis for
financial decisions, nor should it be construed as advice
designed to meet the particular needs of an individual's
situation. T. Brian Hayes and/or Hayes Advisory Group are
not affiliated with or endorsed by the Social Security
Administration or any other government agency. The
information provided is not intended as tax or legal advice
and should not be relied on as such. You are encouraged to
seek tax or legal advice from an independent professional.
Any examples are for illustrative purposes only and do not
take into account your particular investment objectives,
financial situation, or needs and may not be suitable for all
investors. It is not intended to project the performance of
any specific investment and is not a solicitation or
recommendation of any investment strategy.
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FOUNDER & PRESIDENT

T. Brian Hayes is the Founder, Owner, and
CEO of Hayes Advisory Group, boasting over
30 years of experience in guiding clients
towards their retirement goals. Specializing in
pre-retirees and retirees, he ensures clients
understand their planning options and tailors
strategies to their unique needs. A strong
advocate for education, Hayes regularly writes
and speaks on financial topics, hosts a weekly
radio show on retirement, and instructs for The
Prepare Institute, a 501-3 non-profit
educational institution. He holds memberships
in prestigious financial organizations like The
Indiana Network of Estate Planning
Professionals and The National Association of
Insurance and Financial Advisors. Hayes is a
distinguished member of the Million Dollar
Roundtable (MDRT), with multiple honors
recognizing his professional expertise and
ethical standards. Based in Central Indiana, he
serves clients across the U.S. and Canada,
residing with his wife and three children.
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